We provide an in-depth comparison of US and UK shareholder proposal rules and relate the differences in rules to differences in proposing activities and performance, using comprehensive shareholder proposal data from both countries for 2000 through 2006. UK proposal rules are more onerous on proposal sponsors but UK proposals seem to be a more powerful governance device than US counterparts since they are binding and UK shareholders have the statutory right to call special meetings and elect directors. We observe most UK proposals are presented at special meetings and target board election. Institutions are the most active sponsor of UK proposals. As US proxy rules emphasize shareholder participation and protection rather than empowerment, there are a significantly greater number of shareholder proposals initiated in the US during the sample period, and small shareholders and social proposals dominate the proposing scene of the US. Our results suggest that shareholders can impact the corporate governance and firm performance but that the methods through which shareholders are empowered are important. We also argue that our results suggest that it may be appropriate to consider whether activist shareholders have additional responsibilities to the firm and other shareholders, including a duty to disclose their agendas or a fiduciary duty to other shareholders.
Introduction
Shareholder empowerment is one of the most important issues in corporate governance today. 2 Shareholder proposals and board nominations are a part of this empowerment and have become part of the policy debate and reform. 3 For example, the US Securities and Exchange Commission (SEC) adopted Exchange Act Rule 14a-11, also known as the proxy access rule, on August 25, 2010, with the goal to foster corporate accountability by increasing shareholder power. The proxy access rule provided shareholders who satisfy certain conditions with an alternative means through which to nominate and elect directors by requiring public companies to provide shareholders with information about shareholdernominated candidates for the board of directors and eliminating the need for a separate solicitation of votes in a proxy contest at their own expense.
We provide an in-depth comparison of US and UK shareholder proposal rules and relate the differences in rules to differences in proposing activities, using comprehensive shareholder proposal data from both countries from 2000 through 2006. UK proposing rules are more onerous on sponsors but UK proposals are a potentially more powerful governance device than US counterparts, partly because they are binding and partly because UK shareholders have a statutory right to call special meetings and elect directors. Consequently, we observe that most UK proposals are presented at special meetings and they target election of board members. We find that institutions and former management are the most active sponsors of UK proposals. Since US proxy rules emphasize shareholder participation and protection rather than empowerment, we find that there are a significantly greater number of shareholder proposals initiated in the US (after controlling for the number of firms in the countries) during the sample period, and that small shareholders and social proposals dominate the proposing scene of the U.S. Further there is some evidence that while firm performance generally improves after a proposal in the US, in the UK performance does not do so.
This paper provides findings from qualitative study on the key competencies that are essential for Malaysian companies' directors. The remainder of this paper is organized as follows. The next section discusses relevant literature on issues pertaining to directors' competencies. The third section explains the research methodology followed by a results and discussion in section four. This paper ends with conclusion of the research.
A. Motivation for Our Analysis
Access to the proxy system has long been debated. The SEC first considered shareholder access to a company's proxy materials in 1942 and has revisited the issue numerous times since then. The most recent proxy access rule proposal was published for public comment on June 10, 2009 and the SEC received more than 600 letters on the proposal. 4 Immediately after the rule's adoption, Kathleen Casey, one of the two dissenting SEC commissioners, called the rule "fundamentally and fatally flawed" on several grounds including that proxy access rules are based on rights granted under state corporate law and are not a 'fundamental shareholder right guaranteed by Federal security laws," because of the empowerment the Rule provided to institutional investors relative to individual shareholders and because of the absence of significant empirical analysis on the need for and impact of the rule. 5 On September 29, 2010, the US Chamber of Commerce and the Business Roundtable filed a legal challenge to the proxy access rule in the Court of Appeals for the District of Columbia Circuit and on July 22, 2011, the Court rejected the SEC proxy access rule holding that "the Commission acted arbitrarily and capriciously for having failed once again … adequately to assess the economic effects of a new rule." 6 The SEC has since announced that it will not appeal the court decision but has left open the possibility that it might rewrite the regulation. 7 Consistent with the decision of the Court of Appeals, there is interest in additional analysis of the role of shareholder activism to better understand the impact of shareholder access to the proxy system in the overall scheme of corporate governance. In this paper, we provide a comparative analysis of US and UK shareholder proposal rules and practices to inform decisions and aid debate on shareholder proposal reform and shareholder empowerment. A comparison of shareholder proposals in the US and the UK is a natural experiment to study the uses and effects of shareholder proposals. This is because, while the US and UK have advanced capital markets with very similar governance systems, the proxy solicitation rules differ in important ways. Further, the two countries are currently among the most active markets for shareholder activism 8 and have recently experienced significant reforms aimed at promoting shareholder empowerment and engagement (e.g., the 2002 Sarbanes-Oxley Act and its implementation by the SEC and the exchanges, the 2010 Dodd-Frank Act and the 2010 proxy access rule in the US and the series of best governance codes in the UK). , the SEC issued two conflicting alternative proposals regarding shareholder access to a company's proxy materials. The first proposal would codify the SEC's existing position, denying shareholder proxy access, while the second would permit certain shareholders to include in company proxy materials proposals for amendments to bylaws that would allow shareholder proxy access. On June 10, 2009, the SEC published a proxy access rule proposal for public comment. The SEC received over 520 letters during the original comment period, which ended on August 17, 2009. In response to extensive comments, the SEC re-opened the comment process on December 14, 2009. 5 
B. Data for Analysis
For our analysis, we collect 3,793 ordinary shareholder proposals submitted to 757 US firms, 521 contested shareholder proposals submitted to 221 US firms, and 496 shareholder proposals submitted to 85 UK firms from 2000 to 2006. We believe our method of data collection provides identification of almost every shareholder proposal in the two countries. Thus, we present strong evidence on when and what type of proposals occurred and what occurred after the proposals for all proposals made in our time period of analysis.
The difference between an ordinary shareholder proposal and a contested shareholder proposal in the US is that in the ordinary shareholder proposal (or simply known as shareholder proposal), a shareholder can submit a single proposal to be included in a company's proxy materials for shareholder vote at the company's expense. The result of the vote is usually non-binding, and the proposal cannot be related to matters like board election or the company's ordinary business operations. In a contested shareholder proposal (also known as proxy contest or proxy fight), a shareholder can submit multiple proposals on matters including board election and ordinary business by separately distributing proxy materials at his or her own expense. In addition, in a contested shareholder proposal, the result of the vote is binding. In contrast, there is no such distinction between ordinary and contested proposals in the UK. The ability of shareholders to submit proposals in the UK is more constrained than in the US but all proposals are included in the proxy voting material at the company's expense.
C. Caveats to Policy Recommendations from this Study of Governance and Regulation
We suggest several caveats to our analysis. Our analysis is based on close to the "universe" of proposals in the US and the UK and thus our evidence reflects "what is" in these two countries. However, to draw inferences about the causes and effects of existing regulation (in this case, proxy rules) or to make definitive recommendations about changes to existing regulation is much more problematic if not tied to theory. We have tied our analysis when possible to theoretical predictions about the causes and most importantly the effects of shareholder proposals and the restrictions on proposals. Though we identify the changes associated with the proposals, we cannot prove causation. Thus, what we cannot do, nor can anyone else, is definitively predict the outcome of changes in proxy rules.
In addition, any study of corporate governance has potential for measurement and methodological issues including problems from confounding events and from endogeneity concerns. The confounding event problem is exacerbated in studies of regulation because of the length of time from the proposal of a regulatory change to its actual application. A longer time period increases the number of confounding events and makes it more difficult to isolate the relations among variables of interest. All governance studies have endogeneity issues. There are two main sources of endogeneity -simultaneity and unobserved heterogeneity. Simultaneity would occur in our study of post-proposal performance if while a proposal affects performance, performance also affects whether there is a proposal. Unobservable heterogeneity occurs if the same exogenous factor that impacts whether a firm has a proposal also determines post-proposal performance. In either case, it becomes difficult to attribute the effect of one variable (e.g., a proposal) on another (e.g., post-proposal performance). There is no perfect way to deal with these issues and we limit ourselves here to noting a caveat due to their potential existence
D. Findings
We find systematically different proposing patterns between the US and the UK. We find that a substantially larger number of proposals are submitted in the US than in the UK and that most ordinary proposals in the US are submitted by small investors. In contrast, large institutions and former management are by far the most active sponsors in the UK. Thirty percent of US ordinary proposals target social and environmental issues and fewer than 20% of US ordinary proposals pass. More than 90% of UK proposals target board election or business strategies and the passing rate for UK proposals is 44%. We find, however, that US contested proposals or proxy contests are similar to UK proposals in that they are frequently sponsored by large investors and target board elections or the sale of the company.
The existing evidence on the long-term impact of US ordinary shareholder proposals primarily comes from data prior to 1994 and the consensus is that these proposals, whether approved or not, have minimal
International conference "Improving financial institutions: the proper balance between regulation and governance" Helsinki, April 19, 2012 effect on firm performance. 9 Many have attributed the ineffectiveness of shareholder proposals to their non-binding nature. 10 The perception that shareholders are unable to use shareholder proposals to effectively monitor the managers is an important catalyst that prodded the SEC to review the proxy access rule following the wave of corporate scandals in the early 2000s and the financial crisis of 2007-2010.
We find that recent US shareholder proposals are associated with a more positive impact on long-term firm performance than found for earlier periods. Further, the improvement is greater when shareholder proposals are sponsored by blockholders or are perceived to enhance shareholder power as in proposals to repeal poison pills or declassify the board. In contrast, UK shareholder proposals appear to be associated with neutral at best effects on long-term firm performance. This result is unexpected if one believes that shareholder empowerment is wealth increasing for shareholders since UK proposals have greater legal power to effect changes and have higher passage rates than US proposals. We also find that US and UK firms receiving shareholder proposals experience greater CEO turnover than those firms which do not. Prior studies have found no significant increase in CEO turnover following a shareholder proposal event.
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E. Policy Implications and Contributions to the Literature
As we note in our caveats detailed above, it is difficult to predict the effects of regulatory change or especially the unintended consequences of regulatory revisions. At best all we, or any analyst, can provide is evidence and interpretation of what has occurred as related to existing conditions and regulatory structure. Keeping in mind these caveats, we believe our results are of interest to policymakers.
The current usefulness of ordinary shareholder proposals has been questioned since they are non-binding. Recent regulatory reforms such as the proxy access rule were predicated on the assumption that shareholder proposals, being non binding, were not able to effect wealth-increasing changes and that stronger shareholder actions could mitigate agency problems associated with opportunistic managers. However, our results suggest that US shareholder proposals, even when not adopted by the firm, are correlated with wealth improvements and that shareholder activism may be more successful than previously documented. Further, UK shareholder proposals, which have greater legal power to effect changes than US shareholder proposals, are not associated with a positive impact on firm long-term performance. Thus, our results suggest that the impact of shareholder activism is a complex issue not based on whether shareholder proposals are binding but rather how shareholder activism fits into the larger scheme of corporate governance and management.
Our results also suggest that a greater responsibility be placed on activist shareholders to disclose their private interests in proposed changes. Those arguing against the proxy access rule specifically questioned whether it would allow some investors to seek outcomes that benefited themselves and that were inconsistent with overall shareholder wealth maximization. We offer some evidence of this potential problem. We find that sponsors of UK shareholder proposals are more likely to have a prior relationship with target companies, either as former management or as associated companies or as institutional investors. We also find that UK proposals have a less positive impact on long-run firm performance than do US proposals. Given the complex governance environment in which firms operate, we cannot conclude that private interests explain the less beneficial outcome. However, our evidence does support the value of additional required disclosures by proposing shareholders of any private interests so that all shareholders have full information in deciding whether or not to support a measure. In addition, our paper makes several contributions to existing literature and research on shareholder proposals. First, we contribute to the debate in the law literature on shareholder empowerment and the issue of increasing shareholder power versus the acceptance of "director primacy." 12 For example, Bebchuk argues that shareholders should be given additional powers including the ability to initiate changes to the corporate charter, to replace the incumbent board of directors more readily, and to initiate proposals to merge, sell, restructure or downsize the company. Conversely, Bainbridge argues for the importance of director primacy since shareholders do not have either the information or the incentives to make correct decisions for the firm and thus, the board should be the primary decision maker for the firm in the goal of maximizing shareholder wealth. Commentators suggest that the US is an example of the director primacy model while the UK is an example of the shareholder primacy model.
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Our results help inform this debate in that we show that shareholder activism, even when proposals are non-binding, is associated with positive long-run performance of the firm in the US. In contrast, we find non-positive long-run performance following shareholder proposals in the UK. The differing results suggest the need for careful analysis of firms receiving proposals and of those making the proposals, the focus of the proposals, other changes in the firm that are associated with the timing of the proposals, and to what extent the proposals are actually implemented in both the US and the UK Second, we contribute to the empirical literature on the impact of shareholder proposals on firms with our analysis of a large sample of recent US proposals. By closely following the methodologies of past studies, we make our results comparable to studies of earlier time periods and complement recent studies on US shareholder activism.
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In addition, our comparison of the use and impact of proposals in the US and UK lends support to recent theoretical work of Levit and Malenko 15 and Harris and Raviv. 16 The model of Levit and Malenko shows that non-binding shareholder proposals can be an effective governing tool in the presence of an activist investor, but they become ineffective absent of such dissidents. One important insight from their model is that, given their non-binding nature, shareholder proposals have impact only when the overall governance environment is conducive to change. We find empirical support for this hypothesis. The main insight from Harris and Raviv's model is that the optimality of shareholder control is a complex function of many factors. Depending on the interaction of these factors, shareholder control may, or may not, be optimal. Our findings that US shareholder proposals are associated with positive post-proposal performance whereas UK shareholder proposals are associated with little post-performance changes support the Harris and Raviv insight.
Lastly, we are the first to collect extensive data on US and UK shareholder proposals and US proxy contests to study and compare in one paper. Our study is the first in-depth analysis of UK shareholder proposals providing important initial evidence relying on extensive hand-collected data. Therefore, our comparative analysis of US and UK shareholder proposals provides empirical results for researchers and regulators and helps inform the current shareholder proxy access debate.
Part II provides the institutional background for our investigation, by reviewing the corporate governance systems and the key elements of proxy rules in the US and UK. Part III describes the sample collection 12 For exemplary work on director primacy, see, e.g., Bainbridge process and the key operating characteristics of the sample firms. Part IV describes proposal submission frequency from 2000 to 2006, the solicitation venues through which our sample proposals are presented (e.g., annual shareholder meetings, or special meetings.), and voting outcomes. Part V analyzes proposal agenda by classifying proposals into broad categories and tracking them over the sample period. Part VI presents the characteristics of proposal sponsors, including sponsor identity, the type of proposals they sponsor, and their ownership stake in the target firms. Part VII studies the long-term impact of US ordinary shareholder proposals and UK shareholder proposals on firm performance. To help readers better understand our results of US ordinary shareholder proposals, we also review the existing literature and develop hypotheses based on recent development in capital markets and scholarly work. Part VIII studies the impact of US ordinary shareholder proposals and UK shareholder proposals on CEO turnover. Part IX discusses the findings of our paper in the context of the existing literature. Part X discusses the implications of our results in terms of shareholder responsibility. Part XI concludes.
II. Institutional Background
A. An Overview of the Corporate Governance System in the US and UK US and UK corporate governance systems are similar in many ways. They both exist in a "common law" legal system, characterized by strong protection for minority shareholders, as compared to a "civil law" system. 17 Both countries have a large market capitalization relative to GDP, dispersed ownership, liquid capital markets, and active takeover markets. Another important similarity is the large equity stake of institutions which own more than 50% of publicly listed shares in each country.
18
Institutional investors have traditionally been viewed as passive in both countries, with a policy of selling portfolio companies when dissatisfied with their performance.
19 Warren Buffett describes this as "the 'gin rummy' approach to investing: discard your least promising business at each turn." 20 This difference in the role of the board likely gives rise to the differing proxy rules in the US and UK, which we review in the next section, with US rules favoring the incumbent board and UK rules paying greater deference to shareholders. 25 Another important difference may relate to the probability of shareholder lawsuits against the board of directors. Cheffins and Black and Armour, Black, Cheffins and Nolan show that the probability of a director of a publicly-traded UK company being sued for breach of duty is virtually zero. However, in the United States, while the probability is still low, the possibility must be recognized by the board of directors and will influence its actions. 26 Franks, Mayer and Renneboog
27
argue that the ineffective implementation of fiduciary responsibilities results in UK non-executive directors regarding their role as being advisory rather than disciplinary.
28
B. Proxy Rules in the US and UK
Despite similar governance systems, the US and UK have quite different rules regarding submitting a shareholder proposal or calling a shareholder meeting. For easy comparison, we summarize the differences in Appendix 2 and discuss some of the key differences here. allowed to vote on at these meetings. However, Congress places responsibility with the SEC, pursuant to the Securities Exchange Act of 1934, to regulate the solicitation and issuance of proxies. SEC Rule 14A-8 (the Shareholder Proposal Rule) requires that a company must include a shareholder proposal of no more than 500 words in corporate proxy materials for presentation to a vote at shareholder meetings, if the shareholder owns at least 1% (or $2,000 in market value) of the voting shares for at least a year and if the proposal does not fall within one of the 13 substantive bases for exclusion (e.g., matters relating to board election, the company's ordinary business operation, or personal grievance). 29 To submit proposals regarding substantive matters, shareholders must distribute their own proxy materials and solicit votes at their own expense. This cost can be prohibitive as illustrated by the $15 million failed proxy solicitation of Walter B. Hewlett opposing Hewlett-Packard's merger with Compaq.
30
US shareholder proposals solicited using corporate proxy materials at corporate expense are precatory, i.e., firms are not obligated to adopt the proposal, even if passed by shareholders. However, shareholder proposals solicited using shareholders' proxy materials at shareholders' expense are binding. Thus, these two US proxy practices are distinct; the former are generally referred to as ordinary shareholder proposals or simply shareholder proposals, while the latter are referred to as proxy contests, proxy fights, or contested proxy solicitations. Historically, financial economists have studied them separately.
In the UK, the 2006 Companies Act governs proxy rules and specifies the rules by which shareholders may propose resolutions for shareholder vote at the next annual general meeting (see especially, Part 13 of the Companies Act 2006). Though the earlier 1985 Companies Act covered much of our sample, the Acts are very similar. A special meeting can be called by shareholders with a 10% voting stake. A resolution sponsor must own at least 5% of the voting shares, or be a group of at least 100 shareholders owning no less than £100 worth of shares per holder. Special resolutions, generally required to amend the articles of association, require a 75% supermajority vote for approval. In addition, UK investors may use ordinary shareholder resolutions to elect and remove directors, requiring a simple majority vote. Importantly, UK shareholder resolutions, once passed, are binding
In contrast with UK's simple majority, plurality voting is the default for board election under most US state laws. Under this standard, a director receiving the highest number of votes is elected. In uncontested elections (when firms solicit votes for director election), shareholders are typically given the option to only cast "for" or "withhold" and the number of nominees is the same as the number of positions. Accordingly, a director can receive one single affirmative vote, while all other voters withhold their support, and still be elected. Though proposed Rule 14a-11 would have altered this procedure, the only way for US shareholders to nominate or remove directors through voting is to initiate a proxy contest.
In the UK, a shareholder with 10% of the voting rights may force the firm to hold an Extraordinary General Meeting (EGM, the equivalent of special meeting in the US) before the next Annual General Meeting (AGM). Further, the corporate articles cannot deprive shareholders of this right. 31 In the US, state laws generally permit shareholders with ownership between 5% and 10% to call a special meeting or use written consent to propose their actions. 32 However, corporations frequently use charter and bylaw provisions to limit this ability of shareholders. For example, on October 20, 1999, the board of directors of Quality Dining Inc., whose assets include Burger King and Chili's, amended the bylaws to increase from 25% to 80% the number of shares required to call a special shareholder meeting. According to the Company's preliminary proxy statement filed on January 24, 2000, Daniel Fitzpatrick (the CEO and Chairman of the Board) and Gerald Fitzpatrick (Senior Vice President) together owned just over 20% of the Company's outstanding stock -enough to veto any such special meeting.
Appendix 2 provides details on other significant differences in shareholder proposals. For example, US 29 Details on substantive bases for exclusion are available at http://www.sec.gov/interps/legal/cfslb14.htm. 30Hewlett-Packard Co., Definitive Proxy Statement (Form DEFC 14A) (Feb. 5, 2002), available at http://www.sec.gov/Archives/edgar/data/47217/000089161802000417/f78079dedefc14a.htm#004. 31 See Becht et al., Hermes UK Focus Fund, supra note 22. 32 A written consent allows shareholders to take an action that has the same effect as a shareholder vote, but without holding an annual or special shareholder meeting. For example, Section 228 of the Delaware General Corporation Law provides that, absent a contrary provision in the certificate of incorporation, any action that may be taken at a shareholder meeting may be taken by a written consent of at least the minimum number of votes that would be necessary to take such action at the meeting in which all shares entitled to vote were present and voting. See Del Code Ann. Tit. 8, § 228.
International conference "Improving financial institutions: the proper balance between regulation and governance" Helsinki, April 19, 2012
laws specify a minimum of shares that must be presented in person or by proxy at a shareholder meeting to constitute a quorum while UK statutes set no prescribed minimum. UK shareholder meetings historically have low voter turnout, averaging about 20% of eligible shareholders in 1990. 33 A 1990 survey found that 23% of the members of the National Association of Pension Funds, one of the most influential pension organizations in the UK, did not know whose responsibility it was to make voting decisions. 34 However, the 1998 Hampel Report explicitly notes that institutional shareholders have a responsibility to vote and recent evidence indicates that the UK voting level has increased to 50%. 35 We compute voter turnout for 50 UK shareholder meetings in our sample and find a mean of 60% (median 63%). For comparison, in the US where institutional voting is compulsory, voter turnout can easily reach 70-80%. 36 To summarize, although UK proposal rules are more onerous on sponsors in terms of ownership requirements and solicitation costs, they confer UK shareholders with greater power since proposals are binding and shareholders have the statutory right to call special meetings and to remove and elect directors using a simple majority vote. In this light, Mark Anson, chief executive of Hermes, remarks: "The US prides itself on its great democracy but democratic rights do not exist in corporate America."
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III. Sample Collection and Description
Our analysis considers three types of shareholder actions: US ordinary shareholder proposals, US proxy contests, and UK shareholder resolutions. Our sample is summarized in Table 1 .
A. The Sample of US Ordinary Shareholder Proposals
We identify US ordinary shareholder proposals from the Investor Responsibility Research Center (IRRC, now RiskMetrics), 38 which reports 6,732 shareholder proposals for 1,067 firms from 2000 through 2006. Of these proposals, 2,939 do not come to a vote because they were withdrawn (59%), omitted (38%), or not presented (3%). The reasons for not coming to a vote could result from various considerations including that the proposal was challenged at the SEC, the proposal failed to meet procedural requirements, or the sponsor reached an agreement with the management before the shareholder meeting. 39 Since no disclosure requirements exist to document the reason for withdrawal, we exclude withdrawn proposals from our study. The remaining sample of US ordinary shareholder proposals consists of 3,793 proposals voted on at 757 firms. Since some firms received proposals in more than one year, we report the number of "firm-years" which represents the sum of the number of firms in each year receiving at least one proposal. Accordingly, a firm would be associated with one firm-year observation if it received two proposals in one year but would be associated with two firm-year observations if it received two proposals in two different years. There are 2,023 firm-years in our sample.
We obtain the proposal description, vote result, and sponsor identity primarily from IRRC, and collect sponsor ownership from proxy statements. We also verify the information gathered from IRRC through 33 
B. The Sample of US Proxy Contests
We collect US shareholder proposals submitted through proxy contests from the online SEC database, EDGAR (http://www.sec.gov/). We search EDGAR for contested proxy filings (DEFC and DEFN) by all firms listed on the COMPUSTAT Merged Fundamental Annual File. We identify an additional nine contested solicitations (or eight firms) where the target firms are not in COMPUSTAT. After we exclude mutual funds, the sample of US proxy contests consists of 521 shareholder proposals submitted to 221 firms (249 firm-years) from 2000 to 2006.
C. The Sample of UK Shareholder Proposals
We collect UK shareholder proposals from Institutional Shareholder Services (ISS, now RiskMetrics). ISS reports 418 shareholder proposals targeting 70 UK firms (84 firm-years) for the period 2000 through 2006. 40 We also search Factiva for additional cases, using variations of the terms "requisition," "shareholder resolution," and "shareholder proposal." "Requisition" is the term commonly used in the UK to describe the formal request to a company from a shareholder or group of shareholders to put a resolution on the firm's annual general meeting. We find an additional 78 proposals for 15 firms (16 firmyears). Therefore, the UK sample consists of 496 shareholder proposals requisitioned at 85 firms (100 firm-years). Unlike the sample of US ordinary shareholder proposals, the UK sample includes withdrawn proposals (133 proposals or 25 firms), because we are able to determine the cause for withdrawal. The withdrawals usually result from negotiations between the shareholder and the firm. ISS provides meeting date, proposal description, and recommendations by management and ISS. We collect remaining data such as meeting type, vote result, sponsor identity, and sponsor ownership by searching Factiva, LexisNexis, or the internet. Table 1 Table 2 provides summary statistics of key accounting variables for the three samples. US financial data are from COMPUSTAT; UK financial data are from Bloomberg. In addition, UK data in British pounds are converted to US dollars at year-end exchange rates. Consistent with the notion that soliciting costs associated with proxy contests are high for large firms, average total assets for the sample of US ordinary shareholder proposals is significantly larger than that for the US proxy contest sample. US firms receiving ordinary shareholder proposals are also much larger than those in the UK sample. Of the 2,023 firm years in the US ordinary shareholder proposal sample, 87% (69%) are S&P 1500 (S&P 500) firms. For comparison, of the 100 firm years in the UK sample, only 20% (12%) are large firms in the FTSE350 (FTSE100) firms. 41 Existing literature has historically found that US investors target large firms, poorly performing firms, slow-growth firms, firms with low insider ownership, and firms with high institutional ownership for submitting shareholder proposals, 42 and target small firms and poorly performing firms to mount proxy fights.
43 Table 2 reports summary statistics of key accounting variables for firms that receive shareholder proposals from 2000 through 2006. The number of observations is determined by the number of firm years and by whether the relevant data are available. Observations denominated in British pounds have been converted to U.S. dollars at year-end exchange rates. 
IV. Submission Frequency, Meetings, and Vote Outcome
We first report characteristics of sample in terms of proposal submission frequency, submission venues, and vote outcome for the US and UK shareholder proposals from 2000 to 2006. Dissidents submitted somewhat fewer contested proposals starting in 2002 though the number increased again in 2006. The percent passing increased from 30.7% for the first three years of the sample period to an average of 40.2% in the last four years. Even in the case of proxy contests, dissidents rarely used special meetings or written consents, indicative of the institutional barriers that shareholders face in using these venues to present proposals as opposed to targeting their proposals to regular shareholder meetings.
A. US Ordinary Shareholder Proposals
B. US Proxy Contests
Scholars argue that proxy contests are the least efficient way to discipline managers since they require high solicitation costs. 44 Solicitation expenses were one of the main factors that the SEC considered during its review before the adoption of Rule 14a-11. We report solicitation costs for US proxy contests in Table 4 Panel B. We are able to collect this data for 239 of the 254 contested events. The average solicitation cost for a contested event is $525,070 with special meetings being associated with the highest average solicitation expenses ($750,517). However, the median expense of $250,000 for annual meetings is greater than the median expense of $100,000 for special meetings.
Since the majority of contested proposals relate to proxy fights for board seats, we also report outcomes for the sample of contested proposals that relate to election of a non-majority of the board (electionrelated) or aim to replace the majority of the board (control-related). Control-related proposals have a higher settlement rate and a slightly lower passing rate, on average, than election-related proposals. Overall, contested proposals that target board election have a success rate (either passed or settled) of about 50%. Mulherin and Poulsen 45 find a similar success rate for their sample of 270 proxy contests for board seats from 1979 to 1994. Table 4 describes the characteristics of US shareholder proposals submitted as proxy contests. %pass denotes the proportion of shareholder proposals that receive the necessary votes to pass. %Settled denotes the percent of proposals on which the dissident and the firm reached a settlement. Solicitation costs are the total estimated expenses as reported in the proxy statements by the dissident. Control-related denotes a proposal, which is submitted by a dissident with the objective to replace the majority of the board. Table 5 shows the characteristics of UK shareholder proposals by year from 2000 to 2006. To better compare with the US samples, we partition the UK sample by whether a proposal is withdrawn or comes to a vote and by whether a proposal is a non-control or a control-related proposal. Table 5 reports 490 proposals instead of the full sample of 496, because three UK firms (or six proposals) dissolved before the corresponding meeting convened. The 490 proposals include 132 non-control proposals that come to a vote, 225 control-related proposals that come to a vote, 47 non-control proposals that are withdrawn and 86 control proposals that are withdrawn. The number of meetings (112, the sum of the number of Annual General Meetings (AGM) and Extraordinary General Meetings (EGM, similar to US special meetings) in each quadrant) exceeds the number of firm years (97, excluding the three delisted firms), because UK shareholders can requisition multiple meetings in a year.
C. UK Shareholder Proposals
The number of UK shareholder proposals peaked in 2004, probably reflecting the impact of the 2001 Myners Report, which recommended that the Government require shareholder engagement. To preempt legislation, the Institutional Shareholders Committee, the UK's trade group of institutional investors, published a code of best practice on shareholder activism in 2002, compelling its members to intervene in poorly governed and poorly performing firms.
46
Of the 490 proposals, 64% relate to displacing the majority of the board. However, only 37% of the 112 requisition events are control-related, indicating that multiple control proposals are generally clustered at the same shareholder meeting. Although dwarfed by the number of US submissions, the level of UK proposal activities has increased substantially compared to the 1990s. In 1996, only three resolutions were put to vote at AGMs, compared to 390 proposals in the same year in the US. A third of these US proposals were related to social and environmental issues. 47 In 1997, four shareholder proposals were periods and resembles that reported in prior studies). 46 
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Helsinki, April 19, 2012 filed in the UK, among which was the first ever shareholder resolution relating to environment and human rights.
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Of the 112 requisition events for the UK sample, 71% are conducted through special meetings. When considering only control-related events, all but two are conducted through special meetings. We are able to find vote results for all 357 UK proposals that come to a vote and negotiation outcome for 116 of the 133 withdrawn proposals. UK non-control proposals that come to a vote seem to garner greater support in the later sample period than in the earlier period, ranging from 0% to 26% early in the sample and rising to 44% in 2005 and 2006. This pattern is similar to the trend we observe for US ordinary proposals. UK proposals that aim at taking control of the board, whether voted on or withdrawn, have a significantly higher success rate, with a greater than a 50% passing or adoption rate, similar to the US success rate in proxy contests.
Previous researchers have found that shareholder proposals are less common in the UK than in the US.
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One potential explanation is that UK investors prefer behind-the-scenes negotiation to open confrontation. 50 It is also possible that the potential threat of calling a special meeting to remove directors in the UK allows dissidents to be more successful in those negotiations. 51 When shareholder proposals are used in the UK, more than 60% of the proposals relate to board election. Although US shareholders can use proxy contests to change board members, they rarely occur. From 2000 to 2006, US shareholders initiated 2,023 ordinary proposal events, but only 213 proxy fights are for board seats and 82 proxy fights are for board control. 52 More than 70% of UK proposals, including 56% of the non-control proposals, are presented at special meetings. The prevalence of special meetings as the venue of choice for UK shareholders to submit proposals contrasts with what we find for the US samples, where none of the ordinary proposals are presented at special meetings and only 19% of the contested solicitations are conducted through special meeting or written consent. Therefore, it seems that it is considerably easier for UK investors to use shareholder proposals to effect board and corporate changes than for US investors. Table 5 describes the characteristics of UK shareholder proposals from 2000 through 2006. Total number of proposals is 490 instead of the full sample of 496 proposals, because three UK firms (or six proposals) dissolved before the corresponding meeting convened. The number of shareholder meetings (112) exceeds the number of firm years (97, excluding the three delisted firms), because UK shareholders can requisition multiple meetings in a year. We are able to classify all meeting types for the UK sample. We manually collect vote results for all 357 UK proposals that come to a vote, and negotiation outcome for 116 of the 133 withdrawn proposals. A proposal is classified as control-related, if a shareholder submits multiple proposals to one shareholder meeting that, if passed, have the effect of replacing the majority of the board. AGM denotes Annual General Meeting, equivalent of annual shareholder meeting in the US; EGM denotes Extraordinary General Meetings, equivalent of special meeting in the US. %pass denotes the proportion of shareholder proposals that receive the necessary votes to pass. A withdrawn proposal is deemed as passed if the firm adopts the action that the sponsor requests. Non-control propsals Control-related proposals
V. Proposal Agenda
In this section, we study the agenda of US and UK shareholder proposals. To facilitate illustration, we classify proposals into broad categories: board, compensation, governance, social, environmental or health, and business proposals. Board proposals include provisions to declassify the board, separate CEO and chairman positions, and require majority vote to elect directors and similar provisions that change the way in which the board is elected or operates. Examples of compensation proposals are provisions for expensing stock options, submitting executive severance pay to shareholder vote, and adopting performance-based compensation. Examples of governance proposals are requirements to submit shareholder rights plans (poison pills) to shareholder vote, restore the right to call a special meeting, and prohibit auditors from providing non-audit services. Examples of social proposals are requiring reporting of political contributions, preparing sustainability reports and implementing international labor standards. Examples of environmental proposals are requiring reporting on genetically engineered products, reporting on greenhouse gas emissions, and making AIDS drugs affordable in poor countries. Business proposals require changes to the firm's operations or strategies. Second, business proposals are requisitioned with significantly higher frequency in the UK than in the US. Business proposals are proposals to change firm's operation or strategies. Some examples include urging the board to consider selling off company assets or the company itself, increasing dividends, and initiating stock buyback programs. Among the six proposal types, business proposals have the second highest submission rate in the UK (10%), but the lowest rate in the US (4%). Such a difference likely results again from different proxy rules. Because of the precatory nature of ordinary proposals, US shareholders may choose to exercise the "Wall Street Walk" instead of submitting business proposals when they lose faith in management. By contrast, UK shareholders have a greater incentive to submit business proposals because, once passed, firms are forced to take corresponding actions.
Different submission frequencies of other proposal types also reflect institutional differences between the two countries. For example, a large number of US governance proposals focus on repealing antitakeover provisions. UK firms rarely have such defense mechanisms due to opposition from institutional investors. 55 We see fewer UK compensation proposals since UK shareholders have an advisory vote on executive pay and they are more satisfied with pay policy than US investors. 56 Conyon and Sadler conduct a large-scale study of say-on-pay in the UK from 2002 to 2007 and find shareholder dissent on the Directors' Remuneration Report is very low. 57 Lastly, solicitation costs and ownership requirements imposed on UK shareholders have likely deterred the submission of social and environmental proposals. 
As percentage of the total 421 UK board proposals 100%
Note: Board , COMP, Social, GOV, ENV/Health, and BUS denote proposals regarding board issues, compensation issues, social issues, non-board governance issues, environmental/health issues, and business issues, respectively. Table 7 describes the proposal agenda for US proxy contests. Note, a shareholder can submit only one ordinary proposal per meeting. However, a shareholder who solicits contested proxies using his or her own money is not subject to this restriction. Therefore, to give an accurate depiction of the popularity and priority of proposed issues, we report frequency distribution for all dissident proposals (Panel A) and for proposals that are the only one submitted by the dissident in a solicitation event (Panel B). Compared to 
VI. Proposal Sponsor
In this section, we study sponsor characteristics for US and UK shareholder proposals. We study who the sponsors are, what issues they target, and how much equity they own in the firm. 60 A proposal is classified as sponsored by a coalition, if it is sponsored by a mixed group, e.g., a social group teamed up with a pension fund. Table 8 Panel A reports the frequency distribution of sponsors. Individual investors, whether activists or occasional, and social groups sponsor 61% of all US ordinary proposals, which reflects the formalism of US proxy rules to encourage broad shareholder participation. While institutions have the highest share ownership, they account for only 16% of all proposals. Gordon and Pound 61 study shareholder-sponsored governance proposals in 1990 using the IRRC database. In their study, institutions sponsored about onesixth of all proposals. Therefore, the proposing activities of institutions seem to be stable during the past two decades. In contrast, unions sponsored 6% of all proposals in 2000, but 24% in 2005 and 2006, thereby becoming the most prolific sponsor of US ordinary proposals. Unions sponsored 3% of the governance proposals in the Gordon and Pound study. 62 Unions sponsor the largest number of compensation proposals during the latter part of our sample period, with a high of 59% of all compensation proposals in 2003. Thomas and Martin 63 study 168 shareholder-sponsored compensation proposals from 1993 to 1997 and find that unions sponsored 5% of such proposals. The growth in union activism reflects the growing efforts and willingness of unions to use shareholder proposals to organize workers and obtain union benefits they couldn't get through bargaining.
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A. US Ordinary Shareholder Proposals
64 Table 8 Panel B shows systematic variation in issue agendas across sponsor types. For example, 84% of the ordinary proposals sponsored by social groups relate to social or environmental issues. The most popular issue that unions target is compensation, in line with their labor agenda. Table 8 Panel C confirms that sponsors of US ordinary proposals own negligible shares of the firm with a mean and median of 0.2% and 0%, respectively. Panel D reports the passing vote percent for proposals based on the identity of the sponsor. While the overall passage rate is only 19.4%, those proposals sponsored by activists (34.4%), unions (25.5%) and institutions (21.3%) have the highest passage rate reflecting the greater popularity of the agendas they promote. In contrast, proposals sponsored by social groups have a passage rate of 1.6%. %Shares held, mean (median) Note : Panel A reports the frequency distribution of sponsor types for the US ordinary shareholder proposals. We classify US sponsors into seven categories: individual activists (Activists), social groups (Social), unions, institutional investors (Institution), individual occasional (Occasional), coalition, and other sponsors (Other). Social groups include organizations such as human-rights groups, environmental groups, and religious groups. We classify any individual shareholder who sponsors more than 20 ordinary shareholder proposals from 2000 to 2006 as an individual activist, otherwise as individual occasional. A proposal is classified as sponsored by a coalition, if it is sponsored by a mixed group, e.g., a social group teams up with a pension fund. The group 'Other' includes other sponsors who do not fall into the previous six categories. We are unable to determine sponsor identities for 44 of the 3,793 total proposals, hence the sponsor group Unknown. Panel B reports stock ownership of the sponsors. We are able to collect ownership information from proxy statement for 2,390 of the 3,793 total proposals. %Shares held equals the number of shares held by a proposal sponsor over the number of shares outstanding.
B. Uk Shareholder Proposals
We are able to determine sponsor identity for 492 of the 496 UK proposals. We classify UK sponsors into six categories: institutions, former management, associated companies, private investors, coalition of small shareholders and other sponsors. Former management includes founders, former CEOs or former directors of the firm. Associated companies are companies that have a business interest in a sample firm, such as a supplier or a competitor. The group 'other' includes sponsors like unions, human-rights groups, and environmental groups. Ten proposals are sponsored by the group of 'other,' including one sponsored by an employee group, one by a human-rights group, two by a union, and six by environmental groups. Table 9 Panel A reports a very different distribution pattern of proposal sponsors for the UK sample than for the US ordinary proposal sample. Institutions sponsor 42% of the UK proposals, compared to 16% for the US ordinary proposal sample. In addition, former members of management, including founders, former CEOs and former directors of the firm sponsor 24% of UK proposals, while the same group is not important for US ordinary proposals and sponsor only 11% of US proxy contests.
Because of the higher solicitation costs and ownership requirements, we do not see the sponsor groups of individual activists or occasionals for the UK sample. These two groups collectively sponsor 39% of the US ordinary proposals. In the UK, if small investors (holding less than 5% of voting shares) want to include a proposal on the shareholder meeting agenda, they must form a coalition of at least 100 shareholders. Our sample includes only five requisitioning events by a coalition of small investors. In all cases, they consist of soccer club investors who targeted two sports companies (Aston Villa and Celtic). All of their proposals are submitted to AGMs and only one of 39 succeeds. Probably for similar reasons, we do not see many UK proposals sponsored by social groups. Indeed, of all UK proposals, only six are sponsored by environmental groups and one by a human-rights group. Further, all of these seven proposals are submitted to an AGM where the ownership requirement is lower than an EGM.
Compared to the prominent presence of unions in the US activism scene, only two UK proposals are sponsored by a union --the American Federation of Labor and Congress of Industrial Organizations (AFL-CIO). AFL-CIO submitted two proposals in 2000 to AGMs and both proposals failed. Additionally, former management sponsors the second highest number of UK proposals (24%), whereas this class of sponsors is minimal in the US sample.
Similar to the findings on the US ordinary proposals, Table 9 Panel B shows that different types of UK sponsors also systematically target different issues. For example, none of the sponsor types classified as institutions, former management teams, associated companies, and private investors sponsored a social, environmental or compensation proposal. These groups focused their efforts on board-related resolutions.
As Table 9 Panel C reports, UK sponsors own significantly more shares than their US peers, with mean and median of 18.8% and 3.3%, respectively. Institutions and former management groups have the highest mean and median holdings while shareholder coalitions have the lowest. Table 9 Panel D reports that proposals sponsored by institutions and private investors win the highest number of affirmative votes in the UK. This result is interesting since they target similar issues and own similar amount of equity as former management and associate companies. Compared to institutions and private investors, former management and associate companies receive much lower vote support, 26% and 18% vs. 62% and 83%, respectively, suggestive of the potential divergent interests that they have from other shareholders. Other  BOARD  84%  95%  98%  94%  54%  10%  BUS  13%  3%  2%  2%  33%  -GOV  2%  3%  -4%  8%  -ENV/Health  -----60%  Social  ----3%  30%  COMP  ----3% The group 'Other' includes other sponsors who do not fall into the previous five categories. We are able to collect ownership information from Factiva search for 431 proposals of the 496 total UK proposals. %Shares held equals the number of shares held by a proposal sponsor over the number of shares outstanding. %pass denotes the proportion of shareholder proposals that receive the necessary votes to pass. A withdrawn proposal is deemed as passed if the firm adopts the action that the sponsor requests. Table 10 reports the characteristics of proposal sponsors for US proxy contests. Sponsors of US contested solicitations resemble UK proposal sponsors, likely due to similar expenses and ownership requirements. For example, hedge funds and private equity firms sponsored 45% of US contested events, while activists sponsored none. As expected, dissidents are generally large investors, owning on average 9.9% of the company stock (median 7.6%), although the level of ownership is still lower than the UK sample. There is also evidence that, when the dissidents own a large portion of the firm, they are more willing to fund the proxy fight. Former management and associated companies are the sponsor types with highest equity ownership and are associated with highest solicitation costs. 
US PROXY CONTESTS
VII. Impact On Long-Term Firm Performance
In this section, we examine the long-term impact of shareholder proposals on firm performance. 65 Shareholder proposals have a longer history in the US than in the UK. Consequently, the literature on US shareholder proposals is much larger than that for UK. 66 We believe that our study is the first broad-based systematic analysis of the characteristics and impact of UK shareholder proposals. In the next section, we review the shareholder proposal and proxy contest literature.
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A. US Ordinary Shareholder Proposals
The existing evidence on the long-term performance impact of US shareholder proposals primarily comes from studies using data prior to 1994, and the bulk of evidence suggests that the proposals have minimal effect on firm performance. Karpoff, Malatesta and Walkling, for example, study 522 shareholdersponsored governance proposals from 1986 to 1990 and find little evidence that those proposals, even majority-supported proposals, engender share price increases or operating performance improvement. 68 Similarly, several studies look at proposals by pension funds and other activists, who we might expect would have the greatest ability to target companies where proposals would be most beneficial, and also fail to find consistent evidence of long-run performance improvements whether measured through stock price changes or operating performance. 69 Many reasons potentially explain the insignificant impact that earlier studies have typically found for US shareholder proposals. To the extent that studies combine all shareholder proposals into one analysis, the fact that a large portion of US shareholder proposals target social and environmental issues, which win little shareholder support, probably diminishes any performance impact. 70 Although a large number of proposals target governance and compensation policies, which are likely to have a greater impact, the board is not required to adopt them even if passed since US shareholder proposals are not binding. Further, Romano argues that the value content of many of those governance policies (e.g., independent boards and capping executive pay) is questionable. 71 There is also empirical evidence that, when the subject matter of a shareholder proposal is value-increasing, investors sometime target the wrong firms. 72 In addition, even if the board agrees to adopt a shareholder proposal, it is free to modify its decision later. In some cases, proposals that would be value-increasing and would likely win voting support may not actually be placed on the ballot since firms would adopt them on their own. 73 Lastly, voting may not be an effective tool to discipline managers when shareholders have conflicting interests and diverging opinions amongst themselves. 74 In addition to the consideration that shareholder proposals may simply be ineffective, they may actually do harm. Corporations require autonomy to compete effectively. Shareholder proposals can distract management from normal operation and hence be value-decreasing. 75 Shareholder proposals may also be used to advance the agendas of certain groups of investors instead of the investors at large. 76 Anecdotal and some empirical evidence show that public pension funds and unions use shareholder proposals to pursue political and labor goals rather than value maximization. 77 In these cases, shareholder proposals can have a negative wealth impact.
Shareholder proposals have an important role in corporate governance since they are one of the few actions that investors can take to directly influence firms. Even though US shareholder proposals are not binding, the process of putting the proposal to a vote in front of all shareholders can facilitate information aggregation and dissemination. If the proposal wins majority support, it can prompt managers to reconsider the existing governance structure or even business direction of the firm. Further, the existing literature shows that investors use shareholder proposals to target poorly performing firms. 78 The fact that shareholder proposals shine a light on firm operations may prod management into taking action.
We argue that recent developments in corporate governance play a large role in making shareholder proposals more powerful than before. Levit and Malenko model non-binding voting and predict that it improves information aggregation in the presence of an activist investor, but fails to convey shareholder views absent of such a dissident. 79 One important insight from their model is that, given their non-binding nature, shareholder proposals are impactful only when the overall governance environment is conducive to change. In other words, since they are only precatory, shareholder proposals alone are not sufficient to prod managers to action, but when coupled with other forces (specifically, as we argue below, a governance-charged environment) they can be a powerful governing tool. 80 The landscape of corporate governance changed significantly from the 1980s and 1990s to the 2000s. Corporate governance changed in the 1990s from a system driven by the takeover market to one driven by factors such as shareholder activism and greater accountability of the board of directors. 81 Consistent with this view, empirical studies found that certain governance provisions such as classified boards and poison pills have a significant impact on firm value. 82 As shareholder activism becomes more important, shareholder proposals aimed at improving internal governance should gain more support. Further, if those proposals are passed, investors should be more willing to turn against the board that does not implement them, resulting in more responsive boards. 83 Parallel to the growing awareness of corporate governance among investors and firms, US regulators have also implemented a series of initiatives to make proxy voting a more effective governing tool, including the 2004 SEC requirement of mutual funds to disclose voting decisions and policies, the 2010 DoddFrank Act giving shareholders the right to a non-binding vote on executive pay and establishing related governance requirements and the recently reversed proxy access rule. 84 In addition, using recent data, financial economists have found a significant and positive valuation impact for activism by hedge funds. 85 As part of the growing movement of shareholder activism, US shareholder proposals are likely to play a more important role in recent years than documented for earlier periods. Therefore, we propose our first hypothesis.
H1: US shareholder proposals have a significant impact on firms.
The model of Levit and Malenko 86 predicts that non-binding shareholder proposals are only effective when the threat of activist investors is meaningful. A logical extension from this prediction is that a shareholder proposal is more impactful if the pressure on firms to act is greater. We expect proposals that increase shareholder power or have greater, positive impact on firm value to put firms under greater pressure to act. We identify those 'key' proposals based on the existing literature. Specifically, a proposal is classified as key, if it targets expensing stock options, cumulative voting, majority voting, anti-takeover provisions (e.g., poison pill, classified board and golden parachute), and separating the CEO and . 84 The Dodd-Frank Act among other things mandates that institutions subject to Section 13(f) of the Securities Exchange Act of 1934 report their votes on shareholder proposals regarding general executive compensation and golden parachutes and that firms include in proxy materials advisory votes on compensation (Say on Pay) and golden parachutes, and also provides for an initial shareholder vote on the frequency of Say on Pay votes. The Dodd-Frank Act also authorized the SEC to issue rules providing for proxy access. In August 2010, the SEC adopted the proxy access rule, although the rule has subsequently been rejected by the District of Columbia Circuit Court and the SEC has decided to not appeal that decision. 85 See, e.g., Alon P. Brav, Wei Jiang, Randall S. Thomas 87 Following similar arguments, we expect proposals sponsored by large investors to have a greater impact than other proposals. 88 Therefore, we propose our second and third hypotheses.
H2: US shareholder proposals that are classified as key have a greater impact on firms.
H3: US shareholder proposals sponsored by large investors have a greater impact on firms.
Impact of US Shareholder Proposals on Long-Term Firm Performance
To test our first hypothesis (H1), we study three dimensions of firm performance --firm valuation and performance, growth opportunities, and financial constraints --for the period of two years before and two years after a proposing event. To test our second hypothesis (H2), we separately examine the impact of key proposals. To test our third hypothesis (H3), we separately examine US proposals sponsored by shareholders owning more than 1% and 5% of the firm. This also allows for a better comparison with the UK sample, since UK investors need to own at least 5% to submit to a general meeting and 10% to a special meeting.
To ascertain whether the impact of shareholder proposals is significant, we compare long-term firm performance of our sample firms to control firms, matched on industry-performance-size. Specifically, to qualify as a control firm, 1) the firm cannot be targeted for a shareholder proposal for the period of two years before to two years after the event year, 2) it must come from the same Fama-French industry 89 as the sample firm, 3) it has the closest ROA to the sample firm at the beginning of the event year, and 4) its market value of equity (MVE) is not 50% greater or smaller than that of the sample firm at the beginning of the event year. In terms of research design, our paper closely follows Karpoff, Malatesta, and Walkling. 90 However, our matching method is more robust since they match on industry and size and we match on industry, performance and size, thereby controlling for potential mean reversion in performance.
Panel A of Table 11 reports the long-term performance effects of US shareholder proposals, benchmarked against the control firms. We have balanced five-year, control-firm-adjusted financial data for 761 US proposing events. Starting in the event year, the average control-firm-adjusted stock return reverses the declining trend and starts to rise. Though ROA continues to worsen, MTB and assets and sales growth show some improvement after the event year since they are less negative relative to their control group. Compared to the control firms, the sample firms also shrink debt and payout ratios after a proposing event without affecting the level of free cash flow. 91 We obtain similar results regardless of whether we study all proposals or key proposals.
For robustness, we also analyze the long-term performance effects of US shareholder proposals, benchmarked against the industry median. 92 The sample firms have higher stock returns after a proposing event regardless of whether we benchmark against the control firms or industry median. The improvement is both economically meaningful and statistically significant. For example, the holding period return adjusted for that of the control firms for all proposals is a negative 9.73% for the year preceding a proposing event. But, the return rises to a positive 4.28% in the event year. Further, when only considering key proposals, the numbers are -7.92%, and 6.1%, respectively. We find some interesting differences when comparing performance benchmarked against industry median versus benchmarked against control firms. Except for firm performance, the two different benchmarking methods show somewhat different results regarding firms' growth prospects and financial constraints. When compared to the industry median, the sample firms exhibit deteriorating assets and sales growth in contrast to the results in Panel A. Similarly, when benchmarked against the industry median, the sample firms increase debt and payout ratios after a proposing event; but the reverse is true when benchmarked against the control firms. Table 11 reports the impact of US ordinary shareholder proposals on firm performance from two years before to two years after the event year (t). Panel A reports median values of firm performance, adjusted for control firm performance. We have balanced five-year control-firm-adjusted financial data for 761 proposing events of US ordinary shareholder proposals. Panel B reports median values of firm performance, adjusted for industry median. Industry median is the median performance of all firms in the same Fama-French industry as the sample firm. We have balanced five-year industry-adjusted financial data for 1,362 proposing events of US ordinary shareholder proposals. The number of observations (n) is fewer for some variables due to data availability. MTB is the market-to-book ratio. ROA is return on assets. Stock return is the ending fiscal year price over the beginning fiscal year price minus one. Assets growth is the ratio of current year total assets over the previous year's. Sales growth is the ratio of current year net sales over the previous year's. Capital expenditure is the ratio of capital spending over total assets. Debt is long-term debt over total assets. Payout is the sum of common and preferred stock dividends plus repurchases over EBIT. FCF is free cash flow as defined in Lehn and Poulsen (1989) .
a, b
and c denote the significance levels at 1%, 5% and 10%, respectively, based Wilcoxon signed rank test. 
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All proposals
Next, we examine the impact of blockholder-sponsored ordinary shareholder proposals. Results are reported in Table 12 . Twenty-three (14) proposing events involve a proposal sponsored by a shareholder owning more than 1% (5%) of the firm's equity and have balanced financial data for the sample and control firms from two years before to one year after the event year. (To preserve sample size, we only study performance change up to one year after the proposing event. Imposing a balanced panel for two years after will reduce the sample of 1% (5%) blockholders by seven (six) events.) Given the small sample size, we do not report significance tests. Nevertheless, proposals sponsored by blockholders have a large measured effect on nearly all aspects of firm performance. The positive effect is especially apparent when compared to proposals sponsored by all investors. For example, after a proposal sponsored by a 1% (5%) blockholder, not only does stock return become higher than that for control firms, so do MTB and ROA. The cumulative average stock return rises from -9.1% (-2.9%) one year before to 10.8% (29.7%) in the event year and 11.6% (23.7%) one year after.
To summarize, our results support our three hypotheses. US shareholder proposals are associated with a positive impact on firm performance for 2000-2006, especially when measured through average stock returns. We also find that the impact is larger if the proposal is a key proposal likely to increase shareholder influence or is sponsored by a blockholder. Table 12 reports the impact of US blockholder-sponsored ordinary shareholder proposals on firm performance from two years before to one year after the event year (t). We have balanced four-year control-firm-adjusted financial data for 23 (14) proposing events initiated by shareholders owning 1% (5%) of the firm. The number of observations (n) is fewer for some variables due to data availability. Variables are as defined in Table 11 .
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B. UK Shareholder Proposals
We report the long-term wealth effect of UK shareholder proposals in Table 13 . Due to data availability, we only examine wealth effects benchmarked against control firms. We identify UK control firms following the same procedure as for the US sample. We have 33 pairs of UK sample and control firms that have balanced five-year financial data. We classify a UK shareholder proposal as key if it is a board, governance or business proposal.
Likely due to the small sample size, we find little statistical significance in any of our measures for performance changes except for ROA, which continues to decline after a proposing event, especially if the proposal is a key proposal. Stock returns mimic this trend; the stock return is a negative 12.7% one year after the proposing though it is insignificant at an 11% p-value. There is also some weak evidence that, after receiving a proposal, UK firms tend to reduce debt level and increase dividend payout. Our results are consistent with Cziraki, Renneboog and Szilagyi, 93 who conduct the first study of shareholder proposals in Europe. Their sample includes UK firms. They find strong negative market reaction surrounding the general meeting dates at which shareholder proposals are voted on. Further, they find negative market reactions irrespective of issue agenda, and the market appears to respond least favorably to shareholder proposals that seek to elect or remove directors or make governance improvements. They do not study long-run stock price effects of shareholder proposals.
It is a surprising result that UK proposals seem to have a more negative wealth effect than US ones, or at least do not seem to have a positive effect. This is especially so given that UK proxy rules grant shareholders greater power to make immediate changes to the management team. It is also an interesting result considering that UK shareholder proposals are similar to US proxy contests and empirical studies have found that US proxy contests have a positive impact on firms. 94 However, Mulherin and Poulsen emphasize that the effect of a proxy contest should be considered in context of follow-on events. The positive returns they report are generally associated with either restructuring or takeover of the target firm after the proxy contest. Further examination of UK proposals is needed to determine how our results are impacted by differing follow-on events. It may be that UK shareholder proposals become a vehicle of replacing one type of agency problems with another, namely replacing the agency problem of entrenched management with that of special interest groups, as evidenced in deteriorating firm performance but lower debt level and higher payout ratio after a proposing event.
Another possible explanation is that in the UK a shareholder proposal is a governing device of last resort, used only when firms are in dire situations and other mechanisms have failed (such as private negotiation).
95 Becht et al. find evidence consistent with this argument. They find that Hermes, a UK activist institutional investor, rarely intervenes publicly. Activism is predominantly executed through private engagement such as meetings, phone calls, and communication with other large investors. When prolonged private engagement fails, Hermes may then requisite special meetings and submit proposals to replace the board. Importantly, Hermes substantially outperforms its benchmark, and Becht et al. attribute 90% of the fund's superior return to activism. Thus, the fact that a shareholder proposal is submitted for shareholder vote may signal failed intervention. 96 Future research is needed to determine with clarity and precision the source of negative effects of UK shareholder proposals. Table 13 reports the impact of UK shareholder proposals on firm performance from two years before to two years after the event year (t), when the sample firm receives a shareholder proposal. Firm performance measures are median values of sample firm performance minus control firm performance. A total of 33 events have balanced five-year financial data for the sample and their control firms. Since not all proposals are value increasing, for each panel, we report difference in performance for all shareholder proposals and for key proposals. We classify a proposal as a key proposal, if it is a board-, governance-, or business-related proposal.
a, b and c denote the significance levels at 1%, 5% and 10%, respectively, based Wilcoxon signed rank test. 94 Mulherin & Poulsen, Proxy Contests, supra note 43. 95 Becht et al., Hermes UK Focus Fund, supra note 22; see also discussion at supra notes 29, 61, and 62. 96 Prevost & Rao test the hypothesis that shareholder proposals sponsored by US public pension funds act as a signaling mechanism in alerting the market that management is unwilling or unable to negotiate with public funds to prevent future submission of the proposal. Consistent with their hypothesis, they find that firms receiving shareholder proposals for the first time experience a transitory decrease in firm performance. Firms targeted repeatedly exhibit negative long-term firm performance. Prevost & Rao, Shareholder Proposals by Public Pension Funds, supra note 69. 
VIII. Impact On CEO Turnover
To assess the impact of shareholder proposals on CEO turnover, we collect CEO data for sample and control firms for the year before, the year of, and the year after a firm receiving a shareholder proposal. We are able to find 937 (55) pairs of US (UK) sample and control firms with complete three-year CEO data. We report the results of our analysis in Table 14 .
During the proposing year, 14% of the US sample firms replace their CEOs, compared to 8% of the control firms. (The difference is significant at 1% level based on a one-tailed Chi-square test.) For the post-proposal year, 16% of the US sample firms exhibit CEO turnover, compared to 11% of the control firms (also significant at 1% level). Since US sample firms under-perform the control firms, our finding is consistent with the stylized fact that poorly performing firms are more likely to fire their CEOs. During the proposing year, 33% of the UK sample firms replace their CEOs, compared to 26% of the control firms (significant at 5% level). For the year after the proposing year, 29% of the sample firms replace CEOs, compared to 11% of the control firms (significant at 5% level). Dedman and Lin 99 report 11% CEO turnover rate for firms in the FTSE All Share Index from 1990 to 1995. Therefore, our UK sample exhibit significantly higher CEO turnover rate not only compared to the control firms, but also to UK firms in general. Table 14 reports CEO turnover rate for the year of and the year after a firm receiving a shareholder proposal. Panel A contains the results for 937 pairs of US sample and control firms that have three years of CEO data surrounding the proposing year; Panel B contains the results for 55 pairs of UK sample and control firms that have three years of CEO data surrounding the proposing year.
a, b and c denote the significance levels at 1%, 5% and 10%, respectively, based on Chi-squared test. 
IX. Implications Of US And Regulatory Differences
Our comparisons of US and UK shareholder proposals have implications for the ongoing debate about shareholder activism and the regulation of that activism. Specifically, our results provide insights into the impact of differences in shareholder proposal regulations such as whether the proposal is presented at firm expense, and whether the proposal is advisory or binding. Governance in the US and UK is similar in many ways but there are important differences in the nature of shareholder proposals as we have focused on in this paper. In addition, there are many other differences in the regulatory and legal environment between the two countries including factors such as the nature of the duties of directors in the US (and within states in the US) and UK. 100 We do not tackle these additional complexities here but recognize that these factors make it difficult to directly compare the US and UK. Nevertheless, a comparison of the use and impact of the proposals in the two countries provides some evidence on any potential impact of increasing shareholder access in the US comparable to the access in the UK.
We find that both US and UK shareholder proposals are related to changes in firms. For example, we find that US shareholder proposals are associated with a positive impact on long-term firm performance though UK proposals are not followed by significant long-run share price changes. However, both US and UK proposals are associated with higher CEO turnover rates after a proposal event. Given that UK shareholders have better access to the proxy process and their resolutions are binding, our results with respect to differences in changes in performance suggest that shareholder access is simply one of the many factors that influence governance and firm performance.
Even though we analyze a comprehensive dataset of shareholder proposals, 101 the sample does not allow us to determine whether factors such as opportunistic sponsors or differing fiduciary duties lead to http://www.nber.org/papers/w12465. 99 Dedman & Lin, supra note 87.
observed differences in performance. However, there are some suggestive pieces of evidence. As Table 9 shows, former management and associate companies collectively sponsor 37% of UK shareholder proposals. These groups of shareholders may be more likely to have conflicted interests than nonaffiliated shareholders. Evidence supporting this possibility is that these proposals receive very low voting support despite the fact that the sponsors often own a large portion of company shares. Additionally, US laws specify a mandatory minimum quorum that is quite high, usually 50%. UK statute does not prescribe any minimum quorum and UK firms typically specify a very small quorum. The low quorum requirement could also potentially make it easier for UK large investors to use shareholder proposals to extract private rents.
Regardless of the cause for the differing wealth effects of US and UK shareholder proposals, it is clear that the impact of shareholder access to the governance process is related to how shareholders are empowered. We need to understand the full governance environment before we can properly evaluate the factors behind differing wealth effects between US and UK shareholder proposals and what the "best practices" might be.
The question of what goals shareholders would pursue if given more power remains. The usual assumption in the US is that firms operate with a goal of shareholder wealth maximization, although there are limits on that in various states and at various times. Additionally, corporate law has traditionally assumed that professional managers control publicly-traded companies, while shareholders are weak and passive. 102 Therefore, corporate officers and directors have historically had extensive duties to shareholders consistent with wealth maximization, while shareholder rights generally only extended to voting in defined situations and the ability to trade their shares with no legal duty defined to anyone. 103 Our results, along with other recent studies on shareholder activism, suggest that the perception of limited shareholder involvement is no longer true. US shareholders are increasingly more active and effective in influencing publicly-traded companies. Therefore, we suggest that it should be considered whether increased shareholder power should be coupled with something analogous to the duties of management to pursue wealth maximization. The difficulty, of course, is that wealth maximization for one shareholder is not necessarily overall firm wealth maximization. The goals of activist shareholders may differ from those of other shareholders due to relationships with other firms, self-interest, or political agendas Greater shareholder responsibility can take the form of imposing greater disclosure requirements and fiduciary duties on activist shareholders. One argument frequently raised in opposition of shareholder empowerment is that shareholders are rationally apathetic, i.e., shareholders lack incentives to become sufficiently informed to proactively participate in corporate governance and make correct decisions. 104 However, recent evidence, including ours, suggests that shareholders care about corporate governance, are willing to actively seek governance changes, and have become more effective at influencing corporations than ever before. Therefore, shareholders today have more incentives to become informed, especially when the benefits of becoming informed is large. Further, researchers have found that shareholders are capable of making sophisticated and correct decisions. 105 If shareholder activists are required to disclose motives and tactics to the public, activists may be less likely to pursue questionable agendas or behave unethically. Disclosure would provide the opportunity for shareholders to make informed decisions about activist proposals and would allow interested observers to more carefully evaluate the motives and probability of success of the activist agenda.
Some commentators take a stronger view in response to the premise that increased shareholder power is potentially detrimental to firm value maximization. 106 These commentators suggest imposing fiduciary duties on activist shareholders. Imposing fiduciary duties can serve to check against the agency problems of opportunistic activists, ensuring that activism is used to advance the general interests of all shareholders instead of the private interests of the activists. In the US, fiduciary duty has traditionally applied to officers and directors, and has been applied to shareholders in limited cases such as for controlling shareholders and in the context of freeze-outs and closely-held firms. 107 Anabtawi and Stout
108
propose concrete recommendations on how to extend the existing doctrine of fiduciary duties to activist shareholders.
X. Conclusion And Discussion
The ownership structure in the US has changed fundamentally from the dispersed ownership by individual investors in the era of Berle and Means to the concentrated ownership by institutional investors in recent decades. 109 This change coupled with globalization, technology advancement, corporate scandals, and a financial crisis has brought the movement of shareholder activism, particularly shareholder proposals, to the forefront of corporate governance. These interrelated changes have also caused a "seismic shift" in US corporate laws, 110 from the viewpoint of shareholder protection to shareholder empowerment. These developments have re-ignited debate on the effectiveness of shareholder proposals or more broadly the efficacy of shareholder empowerment and raised issues such as the relation between shareholder activism and corporate governance and the relation between shareholder activism and financial regulations.
With this backdrop in mind, we compare and contrast shareholder proposal rules and practices in the US and UK using comprehensive proposal data from these countries for 2000 through 2006. Our goal is to provide new evidence on the nature of shareholder proposals, characteristics of proposal sponsors, and the impact of shareholder proposals on long-term firm performance and CEO turnover in the US and UK. Our research allows us to examine in a more recent period the role of shareholder proposals and to compare our work with earlier studies as well as comparing the results between two countries that have very similar governance systems but quite different proxy rules.
We find systematic differences between the two countries. UK proxy rules give shareholders greater power to affect changes than US rules, while placing more responsibility on sponsors (e.g., higher ownership requirement and solicitation costs). Consequently, we observe very different proposing behaviors and proposal outcome. For example, 70% of UK shareholder proposals are presented at special meetings and 80% target electing or removing directors. The majority of UK proposals are sponsored by institutions and former management and only 2% relate to social and environmental issues. In contrast, individual investors sponsor the majority of US proposals, and social and environmental proposals make up 30% of all US proposals. We also find that UK shareholder proposals have higher passing rates than US proposals. Lastly, we find that both US and UK shareholder proposals have a significant impact on CEO turnover while US shareholder proposals have a more positive impact on long-term firm performance than do UK shareholder proposals.
We suggest that our results provide important insights into the ongoing debate about the role of shareholder activism in corporate decision making. While the traditional viewpoint has been that shareholders are relatively ineffective at making changes in corporations, recent activism especially by institutional investors has changed that view. Our results suggest that shareholders can have an impact on firm performance but the methods through which shareholders are empowered are important. In addition, our results suggest that it may be appropriate to consider whether activist shareholders have additional responsibilities to the firm and other shareholders, including a duty to disclose their agendas or a fiduciary duty to other shareholders.
